

















Farmer 


Takes a Profit 








VIME AND PATIENCE are impor- 
‘| tant elements in’ investment. 
Mix a little good luck with them 
and odd occurrences develop, as 
in the case of a 50-share lot of 
Stutz Motor Car Co. stock in 1920. 

The — stock by a 
farmer. The $5 annual dividend 


was owned 
was giving him a large return at 
the price of about $45 a share 
which he had paid in February. 
1919. The owner hadn't thought 
of selling at a profit until excite- 
ment broke out in the market for 
Stutz about a vear later. 

Of the company’s 100,000. out- 
standing shares. as an inquiry later 
uncovered. 80 per cent. or 80.000 
shares. were. by March 1. con- 
trolled by the late Allan A. Ryan 
and associates. By March 20. 1920. 
the wild 
gested a “corner” in Stutz shares. 
meaning that most of the 20.000 
the 
been bought up by someone. 


market situation sug- 


shares in open market had 
Today. of course. it is virtu- 
ally impossible for any person or 
group to corner a stock on the 
New York Stock Exchange. 
When a newspaper of Sunday. 
March 14. the farmer- 
owner that Stutz shares had sold 
at $140 a share the day before, 
he decided to sell. His brother, a 
worker in New York’s financial 
district but not in a brokerage 


informed 






business, spent the week-end with 


him and was entrusted with the 
stock letter to 
a brokerage firm ordering the 
stock’s sale. But the owner forgot 
to endorse the certificate, and the 
broker. when the brother called at 
his office on Monday, declined to 
sell the stock without the endorse- 
ment. 


certificate and a 


The brother, not wanting to 
send valuable property by mail, 
held the certificate and took it with 
him up-country on Saturday, 
March 20. Stutz shares that day 
were as high as $220 a share. On 
the following Monday. the brother 
was so busy that he couldn’t call 
at the brokerage office with the en- 
dorsed certificate: nor could he 
leave his desk on Tuesday. But on 
Wednesday he got around to it 
and the stock. bought at $45 a 
share. was sold at $247 a share... 
the date. March 24. 

The sale scored a capital gain 
for the farmer-owner of around 
$200 a share. net. or $10.000 on 
his 50 shares. the result of mis- 
guided timing and good luck. The 
stock. though. sold at a top of $391 
a share on March 31, just before 
transactions were suspended until 
a settlement of the corner could 
he arranged. 

—Wittiam W. Craic 
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AVIATION 


— The Evolution of an Industry — 


By Crou. Hunter. President, Northwest Airlines, Inc. 


Wes SOME OF Us in the air- 


lines industry—who this year 
are celebrating our silver anni- 
versary-—mention the fact that we 
are now 25 years old. friends in 
other industries smile benevolently 
and say. “You fellows are just 
youngsters in the family of Ameri- 
can industry.” 

\s age goes in American indus- 
try. the still very 
young. Many an industrial com- 
pany can trace its ancestry back 
100 years or more. 

But our 
young. it seems to me we have cer- 
tain of the advantages of youth. 
such as_ the 


airlines are 


because industry is 


drive for greater 


In the nature of 
our business this is essential be- 


accomplishment. 


cause the aviation industry. by 
necessity. is steadily changing and 
improving. 

It required more than capital to 
start an airline in 1926. the year 
Northwest began operations. — It 
called for vision. courage and the 
wholehearted support of  civie- 
minded citizens in the line's ter- 
ritory. Northwest was able to draw 
upon all of these resources. 

Airlines in those days could not 
follow the conventional procedure 
of inviting bankers to provide the 
financing or selling stock to the 
public. — The 


reason. of course. 
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Merchant, and banker in New York, be- 
fore he got into aviation, Croil Hunter, 
President of Northwest Airlines, 
tected a big market for air transporta- 
tion when he went to work as traffic 
manager for the company he now heads. 


de- 











Rugged and realistic but nevertheless 

farsighted, Mr. Hunter pioneered the 

famed Great Circle Route across the 

Aleutians to the Orient, 2,000 miles 

shorter than the mid-Pacific route. 

His hobby is fishing in Minnesota. 

was that we and other airlines Most of the money came from 
were venturing into” uncharted three men in the Twin Cities 
business areas with equipment — R. C. Lilly. now chairman of The 
that even then was regarded with First National Bank of St. Paul. 


profound distrust by many. 
did use to get 
started. however, was typical of 


The method we 


the initial financing of many small 
concerns which have grown into 
Men with faith 
provided us 


industrial giants. 
and with 
faith 
and daring as those who plodded 


West in 


opened up a continent. It was this 


daring 


money, men with the same 


covered wagons and 


kind of pioneer who set the stage 


for another revolution in’ trans- 


portation. 


who was then president of that in- 
stitution: the late Shreve M. 
Archer. president of Archer- 
Daniels-Midland Company: 
the late H. H. Irvine. who was as- 
the 
lumber interests. They were among 


and 


sociated with Weverhauser 
the ploneers in the business devel- 
opment of the Twin Cities area. 
Added prestige and civic sup- 
port were provided by a_ large 
hoard of prominent Twin Cities 
citizens--some of whom also put 
up a thousand dollars apiece for 


Plane and railroad cooperation in the old days. 











ten shares of stock. The board was 
formidable in size as compared 
with the airline—like the steam- 
ship with such a big whistle that it 
stopped the boat every time it was 
sounded. 


Stockholder Growth 


While the 
by its very nature was a local and 
limited venture. the extension of 
the company’s routes. the public's 
steadily 
the Northwest name. and the sale 
in 1939 of 100.040 additional 
shares of stock logically led to 


original financing 


increased acceptance of 


a desire for broader ownership 
through wider distribution of the 
stock. Because of this. we sought 
listing on the New York Stock 
Exchange in March, 1941. at which 
time the company had slightly 
1.300. stockholders. 

Further opportunity was pro- 
for throughout 
the country to participate in the 
ownership of Northwest Airlines 
when, in March, 1944. a syndicate 
headed by Auchincloss. Parker & 
Redpath marketed 117.460 shares 
of stock, at $16 per share. the pro- 


over 


vided investors 


ceeds being used for such purposes 
additional 
equipment and hangar construc- 


as the purchase of 
tion. The company now has more 
than 5.000 common and preferred 
stockholders in every State in the 
Union. 
Mail Flying 

On October 1. 1926. Northwest 
inaugurated a mail carrying serv- 
ice between the Twin Cities and 
Chicago, using three fabric-cov- 






Stage of flight evolution. 


ered open-cockpit planes. The next 


year Northwest carried its first 
passenger. 
Night operations in the ‘20s 


were confined to mail flying. with 
pilots parachute-equipped. North- 
west was the first to inaugurate 
combination air-train passenger 
service. which used terminal points 
along the routes of both the air- 
lines and the railroads. 
tion points. airline passengers were 
transferred to trains at dusk. 

The immortal Amelia Earhart 
was the initial North- 
west Airlines survey plane to fly 


At connec- 


aboard 


west from the Twin Cities along 
the northern route. That flight. in 
January. 1933. was the first for a 
the 
At that 
time there was considerable pro- 
paganda to the effect that the 
weather and terrain made the route 
impractical. The purpose of the 
trip was to disprove the validity of 
this theory 


commercial transport over 


northern route in winter. 


. and it did. 

The line. at that time. was fly- 
ing approximately 2.000.000 miles 
a year. Since then its wings have 
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spread to New York via Detroit, 
and to Washington via Cleveland 


and Pittsburgh, and to Alaska, 
Hawaii, Japan. China, Okinawa, 


Korea and the Philippines. 

North- 
west has flown more than 3 bil- 
lion passenger miles and its ships 
have flown close to 200.000.000 
plane miles. In 1950 we 


Since its organization, 


carried 
almost a million passengers and 
our planes flew 26,000,000 miles. 
In May of this year Northwest 
carried its 5,000,000th passenger. 


Big-Ship Fleet 

Northwest is the only commer- 
cial airline domestically operating 
the seventy-five passenger Strato- 
cruisers, which we believe to be 
the finest airplanes in the world in 
respect to comfort. 
Northwest has ten of these ships 
in its fleet. With their three large 
dressing rooms, spacious sleeping 
berths. 


passenger 


reclining “sleeper” seats 
the Stratocruisers are 
the ultimate in luxury. 

I am convinced that in_ five 


years, or earlier, 


and galley, 


commercial air- 
craft equipped with jet or turbo- 
prop engines will carry passengers 
in complete luxury from one coast 
to the other in five hours. The 
Stratocruisers are built so that 
the changeover to jet type power 


Plane that once carried passengers and mail on Minneapolis-Duluth route. 





plants can be made with relatively 
small cost. 

Vitally important for our sys- 
tem and for the industry as a 
whole is, of course, the availabil- 
ity of 
vestment 


steady flow of new in- 
capital to finance the 
purchase of new and improved 
equipment, for more efficient 
ground facilities and for other 
purposes. 

In investment circles, those who 
accept stock market quotations as 
the primary index of an industry's 
growth and development some- 
times claim that airline values 
have not been reflected as well in 
the stock market tables as has been 
the case with many other common 
stock groups. Others say that the 
airlines are still in a period of 
transition and that they are not 
yet fully “seasoned.” 

A few weeks ago key securities 
analysts in five important financial 
centers were asked: “Do you 
think that airlines securities at the 
present time constitute a worth- 
while addition to the average port- 
folio?” The verdict of these spe- 
cialists was almost 2 to 1 (out of 
62 interviews) that airlines securi- 
ties are a worthwhile investment 
for the average portfolio. 

We wouldn’t have received that 
verdict 25 years ago. 


ame 
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HALF-YEAR 
EARNINGS 
REFLECT 


HIGH TAXES 
AND COSTS 


ECORD high business earnings 
R of 1951's first quarter were 
whittled down sharply in the next 
three months. in large part because 
of increased taxes. As a_ result 
profits for the first half showed 
only a slight gain over the first 
half of 1950. 

First quarter earnings this year 
topped last vear by 29.3 per cent. 
At the end of the first half this 
lead dwindled to 4.2 per cent. 

Earnings for the first half of 
1951 were based on returns from 
460 companies. against 454 last 
year. The statistics reflect the earn- 
ings results of a_ representative 
cross section of corporations listed 
on the New York Stock Exchange. 

What happened from the first 
quarter to the second may _ be 
traced to several causes. A lot of 
merchandise which manufacturers 
turned out during the winter “buy- 
ing spree” went into inventory 
and a large proportion of it stuck 
there when the public drew back. 
The first quarter’s sales and net 
income were so substantial that the 


increase in corporate income taxes, 
and the application of excess profit 
taxes. were absorbed without deal- 
ing a heavy blow at final profits. 

But it was different in the sec- 
ond quarter. Profits were hard hit 
by rising taxes, sales slumps in 
some industries, and difficulty in 
getting supplies for 
peacetime goods. 

Nevertheless. the statistics show. 
some corporate groups did very 
well indeed, as compared with the 
first half of 1950. 

For example. the machinery and 
metals roster of 55 companies (53 
of which showed profits) scored a 
gain of 34.7 per cent. In the face 
of newspaper accounts of a ma- 
chine tool “bottle neck” in earlier 


producing 
§ 





Ewing Galloway 
Machine tools gain critical im- 
portance in the defense effort. 


stages of defense plant tooling-up. 
the group as a whole forged ahead 
under strong momentum. The drop 
of 37.5 per cent in the automotive 
category was pretty well forecast 
by lessened production under Gov- 
ernment decree, high tax reserva- 
tions and high costs. 








Nothing surprising appeared in 
the petroleum and paper divisions. 
with gains of upward of 40 per cent 
each. for the defense effort gave 
these concerns enlarged markets 
and oil stocks probably reflected 
the stoppage of Iranian production 
as well. If surprise is generated by 
the table of figures. it lies in the 4.3 
per cent upturn of the chemical 
group a small improvement 
against the background of the re- 


cent strong market demand for 


common stocks of many companies 


engaged in the chemical industry. 

With 48 of 51 railroads in the 
black, the group increase of 20.2 
per cent in net could be credited 
largely to profitable traffic on 
Western and Southern lines, for 
some of the great Eastern systems 
did not do so well asa year before. 

Steel and iron companies, de- 
clining 4.9 per cent. showed how 
record high production rates can 
be stymied in the net income ac- 
count by excess profiis ‘axes and 
stiff operating costs. 





Reporting 

through 

Industry \ug. 4 
Aiveraft . 2. 2 2 « + » 1 
Amusement oe we % 5 
Automotive. . . . . . 31 
Building Trade . . . . 19 
Chemical St ae ae ie. tea. 17 
Electrical Equipment . . 9 


Financial . ..... ‘16 
Food Prod. & Beverages 22 
Machinery & Metals . . 55 
Mining c.m ] 

Office Equipment 


o 

Paper & Publishing . 15 
Petroleum & Natural Gas 25 
Railroad & R.R. Equip. . 51 
Retail Trade 15 
Steel & Tron 31 
Textile 18 
TOMGCCO 5 «6 2 ts ee 9 
Rites 2 wk 6G 
Other Companies...) . 25 
oO a 








First-Hacr. 1951. Nerv INCOME oF 460 Companies LISTED 
on N. Y. Stock EXCHANGE — BY 


NUMBER 


Imp 
4 Per Cent 

Show 195 Estimated Change 
ing vs. Ist Group Net (ist 6 Mos. 
Net 6 Mos Income 1951 vs. Ist 
rofit 1950) ( 000 omitted ) 6 Mos. 1950 ) 
10 7 $ 26.597 +57.4% 
5 l 28.764 —28.5 
29 15 349.683 —37.5 

19 12 50,696 + 3.4 
17 32 374,782 + 4.3 

9 8 126.132 + 3.6 
16 10 18.818 — 3.7 
22 1] 59.417 — Ld 
53 16 111.840 +34.7 
15 7 31.557 +26.2 

5 3 25.019 +13.5 
15 11 13.268 +46.8 
25 23 728.255 +41.7 
18 36 213.609 +20.2 
13 6 19.024 + 0.8 
31 21 325.342 — 4.9 
16 9 37.864 —12.2 

9 3 8.897 — 6.6 
35 18 352.008 + 7.7 
25 19 103.194 +10.5 


INDUSTRIAL GROUPS 





17 298 


$3.044.766 


4.2% 
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COUNTRY BANKER 
LOOKS AT STOCKS 


By WituiaM F. Stapves, Vice President, 
The Exchange National Bank of Olean, New York 


gt \. Y.—Suppose we con- 


sider a long-popular quota- 


tion, “East is East and West is 
West and never the twain shall 
meet” — Kipling isn’t it? — and 


paraphrase it to apply to invest- 
ment. “Stocks are stocks and bonds 
are and the 
shall reasonably even 
terms to attract the small city and 
country 


bonds never twain 


meet on 


investor.” 

The only trouble with such a 
paraphrase is it isn’t true. 

The gap between big city in- 
vestment and Main Street thinking 
has Once it was 
stocks. 
recognized for their real merit by 


been closed. 


wide. Choice common 


Conditions have favored the farmer, 
giving him funds for many uses. 





well-informed large-city investors, 
were looked at askance by inves- 
tors in small and 
on farms. The latter groups wanted 
no part of stocks. 
in local 


cities. towns 
They invested 


mortgages and bonds. 
preferably Government bonds. mu- 
nicipals such as school bonds, 
water bonds, ete. 

My work as an investment offi- 
cer and vice president of a bank in 
this prosperous Western New York 
city of 25.000, surrounded by a 
prosperous countryside, is. I 
think. much the same as that of 
other country bank officers. The 
rise of stocks in investor atten- 
tion has been steady in 
News around. you 
know. about profitable industries, 
and good dividend returns. 


Bankers, in my 


recent 
vears. 


gets 


observation of 
investment trends, have not been 
the chief instruments in causing 
They still give the 
grooved, customary. conservative 
advice when asked for it by cus- 
They the old 
pattern of 100 per cent fixed-in- 
come investments 


the change. 


tomers. suggest 
an interest de- 
posit, a  mortga 
But. 


ge, or Savings 


Bonds. more and more. al- 














though the phrasing may vary. 
the customers’ comment is about 


like this 

“T have enough of those now. 
How about some first-class 
stocks?” 


Safety and Yield 

In the past, savers and small in- 
vestors who came to me for advice 
and suggestions were thoroughly 
satisfied with the safety, yield 
and liquidity of a_ fixed-income 
security having a definite matur- 
ity. They usually followed this 
course after I explained that “liq- 
uidity of savings” means the in- 
vestor can realize cash at, or about, 
the face value of his funds when 
they are invested.in deposits, sav- 
ings accounts, U. S. bonds, ete. 
But today the super-safe securi- 
ties are losing some ground in 
popularity. Yesterday’s reluctance 
among small investors to include 
in their plans partnership shares 
in American industry, usually in 
the form of common stocks, is sel- 
dom found. 

What has brought about the 
altered trend? The most potent 
influence is our changing national 
economy—the declining purchas- 
ing power of the dollar, or infla- 


tion to use another word, and 
higher taxes. Also, money, if 


“cheaper” than it used to be, is 
more plentiful. And a dividend 
return on good stocks, frequently 
twice the interest returned by a 
bond, has a definite appeal. 

The community merchant with 
extra needed in his 


money not 
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William F. Staples, besides 
filling a full-time banking job, 
exercises a knack for introduc- 


ing homely humor into his 
numerous public addresses. An 
idea of his grass-roots ap- 
proach comes from the titles 
of two of his talks—‘‘Father’s 
Little Dividends” and “Some- 
thing to Invest By.” Mr. Staples 
is a graduate of the Boston 
University Business School and 
the A. B. A. School of Banking 
at Rutgers University. 











business, or the slow-spoken and 
neatly dressed farm couple, who 
a few years ago may have strug- 
gled to meet their mortgage pay- 
ments at our bank, do not use 
highfalutin’ words like “national 
But they know that 
change has affected them, and they 
now have the cash with which to 
protect themselves, as far as they 
can, against adverse change. 
They feel, too, that their money 
can go quite a way in stocks. 


econ ymy.” 


That is because of the many stock 


split-ups—a real boon to today’s 
investors. They are aware that 
many outstanding blue-ribbon is- 
sues listed on the New York Stock 
Exchange are within the reach of 
persons with as little as $300 to 
invest. 


Nature of Stocks 


When customers of the bank ask 
my advice about stocks they are 
told this: the law of supply and 
demand, among other elements, 
is constantly causing fluctuations 
in stock prices. This fact is ac- 
cepted, perhaps the more easily be- 
cause few small investors coming 
my way approach my desk for sug- 
gestions about stocks until they 
have acquired a basic understand- 
ing of what stocks are. 

Now, I do not want to inti- 
mate that knowledge of stocks, 
and the desire to own some of 
them, has progressed so far that 
customers simply ask me, “What 
stock do you think I ought to 
get?” Far from it. There is still 
much work to be done in telling 
people the simple facts of life 
about investments. 

The people I deal with do want 
to know, however, why I think 
certain stocks are “good buys” 
for income, why others are not. 
There is where the opportunity for 
a bit of educational effort opens 
up, supplementing what the Stock 
Exchange and some of its firms 
and other organizations are doing. 

I have set down a few simple 
tests or rules to be followed in 
studying stocks. Here, in brief, 





Split-ups have brought more stocks 
within reach of small investors. 


are some of them which | go over 
carefully with customer-investors: 


1. Choose an industry to study 
before you invest in any se- 
curities of any industry. For 
guidance | offer the opinion 
that such industries as petro- 
leum, public utilities, chemical, 
automobile and automobile ac- 
cessories, container, food, re- 

tail store, bank and financial, 
insurance and office equipment 
manufacturing are generally 
considered as progressive, prof- 
itable industries; 


2. Learn, next, all you can about 
particular companies in an in- 
dustry that has a special ap- 
peal; 

3. Grant priority to a_ security 
listed on the New York Stock 
Exchange (although many fine 
stocks and bonds are dealt in 
elsewhere ) . Listed securities are 
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kind of glass bowl—al- 
ways subject to the scrutiny 
of the Exchange authorities. 
the and Ex- 
change Commission, Shares of 


in a 


and Securities 
listed companies are traded in 
by a great investing public 
whose judgment is reflected in 
changing stock prices. Listed 
companies, too. are required to 
supply periodic reports of their 
activities: 
Examine into past earnings 
per-share of stock. as well as 
the possibilities of per-share 
the future. 
overlooking the prospect for a 
future growth in 
assets. products. ete.: 


earnings in not 


company s 


Study stock ratings. Financial 


services and rating publica- 
tions (this bank has exhaustive 
ones on hand) attempt to eval- 
uate various securities by cer- 
tain standards. Such ratings 
are useful in judging a sinzle 
issues relative standing with 
others: 

Study dividend records: with 
especial attention to those com- 
panies with long histories of 
consecutive annual payments: 
Diversify as much as possible. 
by industries as well as by se- 
curities. It is pointed out that. 
like humans. industries may be 
classified as 


old. 


enter here. as any experienced 


voung. mature. 


Some fine distinctions 


investor knows, for “old” se- 
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curities. in many instances, are 
the strongest. the most progres- 
sive: definition is often 
required to acquaint an in- 
small with 
what is meant by a “young” 


and 


quiring investor 
industry; such as aviation, nat- 
ural gas and television: 


& If stock prices look high by 
past records, spread out in- 
vestments; that is, buy a few 
shares at a time, thus getting 
a spread over changing prices: 


9, Always comfortable 
percentage of ones funds in 
the fixed-income 


type of securities and in bank 


keep a 
super-safe, 


deposits: 


Al @etr 
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Finally. my advice to the cus- 
tomer who asks for it: 

“Don't 
\merica’s future by becoming a 
well-established 
take a 
financial wizard to make a good 


be afraid to invest in 


partner in our 
corporations. It doesn't 
investment. only a sound plan. 
Buy selected common stocks. and 
if their prices decline. buy more 
at lower prices so as to lower your 


average cost.” 





Summer Stock Market 





O THE stock averages tell the 
D whole story of the market's 
action? 

Recent price movements of many 
leading issues provide a quick 
“No!” to that question. If you 
viewed the market since July | 
from the angle of the “averages.” 
you could think that a rise inter- 
rupted during May-June had been 
strongly resumed. The Dow-Jones 
& Co. industrial average. for exam- 
ple. has recovered to a new 195] 
high and a record high since 1930. 
The railroad 
turned about with fair vigor. 

\ closer look at market details. 
however. would disclose something 
The 


lifted largely by unusually strong 


average. too. has 


else. averages have been 
spots among certain groups. such 
as top-flight petroleum and chem- 
ical stocks. which are used in fig- 
uring the average. A great many 
stocks outside these buoyant is- 
sues have been more or less slug- 
eish much of the time. 

\s a demonstration of 
tivity. market action since cease- 
fire negotiations began in Korea 
One stock 
hid 


selec- 


has been impressive. 


after another has been up- 
ward. 

But do selective purchases in 
volume the 


Precedent 


unveil 
market trend? 


underlying 
fails to 
say so: at least. precedent requires 
that some time elapse before the 


market outlook grows even fairly 
clear. A glance at market history 
indicates that the recent trend is 
quite normal—if the 
ever normal. 


market is 


Just to Illustrate 

Suppose we take an imaginary 
stock which brings to a focal point 
all of the 30 issues comprising the 
Dow-Jones industrial average. As- 
sume that an investor bought this 
imaginary stock at the highest 
price of 1947 that is. at the 
maximum Dow-Jones figure of that 
vear of $186.85 a share. 

During 1947. the record shows. 
the average experienced a gradual 
rally during the first part of the 
vear. reaching the year’s high in 
July. Thereafter it fluctuated over 
a considerable range. as it has been 
doing this summer. The market 
of 1945-46 had been bullish. fol- 
lowed by a quick retreat when the 
public realized that prices had 
terms of 
The vields of 


many eood-grade common stocks 


become unrealistic in 


dividend  vields. 


had fallen to around 3 per cent, 
lower than many preferred stocks 
were returning. 

Some market observers loosely 
reckon that there has been a bull 
market ever since $92.92 was re- 
corded in 1942 as the lowest Dow- 
Jones average of the 1940s, But 
look at the theoretical stock. 
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Bought at the high of $186.85 in 
1947, it showed at the 1948 high 
a rise of only 3.3 per cent. At 
the 1949 high, the gain over the 
high of 1948 was only 3.8 per 
cent. These percentages gauged 
the progress of the theoretical stock 
during two years—hardly a pic- 
ture of a sustained bull market. 


Good Years for Some 

Yet during 1949 and 1948 and 
much of 1947, buyers of the 
“right” stocks saw a brisk appre- 
ciation of their holdings. 

From the 1949 high to the high 
of 1950, the theoretical stock ad- 
vanced 17.4 per cent. From the 
high of 1950 to this year’s maxi- 
mum to date, the upward push 
amounted to more than 10 per 
cent. In this interval, the old bull 
market appeared to have been re- 
sumed; the theoretical composite 


STOCK MARKET FLUCTUATIONS hot 





of the 30 Dow-Jones average stocks 
reached the highest point since 
1930 for an investor who had held 
it straight through. But there was 
a back surge of considerable di- 
mensions from early May into late 
June, followed by market selec- 
tivity by the public—strong issues 
here, indifferent issues elsewhere. 
as occurred during 1947 and 1948. 
Selectivity is at work most of the 
time. It was pronounced in July 
and in early August. 


Statistical and other factual informa- 
tion as well as comment regarding any 
securities referred to in THE ExCHANGE 
have been obtained from sources deemed 
to be reliable, but THE ExCHANGE as- 
sumes no responsibility for their accur- 
acy or completeness. Neither such in- 
formation nor any reference to any 
particular securities is intended to be or 
should be considered as in any way a 
recommendation for the purchase, sale 
or retention of any such securities. 
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OWNER OR CREDITOR? 
—The Straight Story 


By GreorcE KERR 





“To start up the business, he borrowed money from people 
who saw possibilities for future profit with him and the 
product he proposed to make. Thus, they became stockholders 
in the company, receiving interest on the money they had 
loaned, in terms of dividends on the stock.” 





HIS IS QUOTED from an article 
‘Pae appeared in an industrial 
magazine. The article tells of the 
humble beginning of a great com- 
pany. As a boost for the American 
free enterprise system, the discus- 
sion has breadth and a fine scope. 

But... I ask you! The errors in 
that statement glare at you. 

“He borrowed money from peo- 
ple . . . thus they became stock- 
holders.” 

One or the other italicized 
word has to be wrong. You do 
not borrow from stockholders. 
When a person becomes a stock- 
holder, he has bought a certain 
number of shares of stock. He has 
loaned nobody anything. Yet a 
great many stockholders do not. 
themselves. realize this—despite 
the fact that, as stockholders. they 
own a share of the company. 

Let’s look at another one— 

* |. . receiving interest on the 
money they loaned, in terms of 
dividends on the stock.” 


now becomes con- 
Since a_ stockholder 
makes no loan to the company 
whose stock he buys, he receives 
no interest. Instead, as an owner 
of stock he gets dividends on his 
stock, if dividends are earned and 
distributed to the stockholders. 
Dividends are one thing, interest 
is something else entirely. Bond- 
holders, instead of stockholders, 
receive interest on money which 
they — the bondholders — have 
loaned to the company. 


Confusion 
founded. 


Different Roles 


Looking at the difference be- 
tween stock and bond ownership 
simply: dividends are wages 
earned by the money which is put 
to work in a company by the 
stockholder; interest is the rental 
on money loaned to the company 
by the persons who buy the com- 
pany’s bonds. 

Now. I'll allow that most readers 
of a financial magazine like THE 


13 








EXCHANGE know the difference 
between a stock and a bond, be- 
tween dividends and interest. But 
just ask the next ten or fifteen 
average citizens you meet. Youll 
discover that the average person 
does not know that a bondholder 
is a creditor of the company whose 
bonds he holds while a stockholder 
is one of the company’s owners. 
Odd. isn’t it? Or maybe it is not 
so odd at that. 
New Faces Appear 

Years ago holders of securities 
were chiefly persons of means who 
knew their way around in invest- 
ing. But today mingled with sea- 
soned investors are large numbers 
of “little not 
versed in many simple facts about 


fellows” who are 
investing. The only bonds a great 
of them have ever owned 
are War Savings Bonds of the 


many 


1940s and/or Defense Savings 
Bonds of 1950 and 1951. They 
know that when their bonds are 


paid off. or when they sell them. 
they will get back from 215 to 
nearly 3 per cent more than they 
invested. But whether this is inter- 


est or a dividend. is a cloudy 
proposition to them. 

Too many stockholders do not 
know precisely what dividends are. 
even when they get a check. The 
knows of instances where 
utility 


holders did not pay their service 


writer 
electric customer-stock- 
bills because. when their dividend 
check had not come (a dividend 
had been omitted). they thought 


the company owed them money. 
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so they let the electric light bill 
go unpaid, presumably with a “tit 
for tat” idea in mind. 

“Grass-roots” is a phrase that 
emphasizes simplicity. a delving to 
the fundamentals of any political 
or financial subject: and in my 
estimation the corporations could 
do themselves a lot of good if. in 
their annual reports, they would 
use a little space to point out 
the difference between stockholders 
and bondholders. 


People with small holdings 
make up the great majority of 
securities owners. These small 





GALLOWAY 


Years ago stockholders were chiefly 
persons of means who knew their 
way around in investment. 
have increased 
last 10 
But there hasn’t been enough grass- 
for Very 
many received this year. last year 
and the vear before that the first 
annual 


holders during 


these prosperous years. 


roots education them. 


reports of corporations 
that they ever saw. 


Small stockholders are tremen- 





dously important where the good- 
will of corporations employing 
their money is concerned. lf many 
don't know the difference between 
a stockholder and a_bondholder, 
is it surprising that they wonder 
why a balance sheet always bal- 
ances. that they can easily think 
surplus is all cash in the bank, that 
bonds and stock outstanding are 
pretty much the same thing, except 
for different names? 

For the benefit of newer securi- 
ties holders (and not a few older 
ones. too) annual reports could 
clear up much perplexity if they 





GALLOWAY 
But today there are large numbers 
of small shareholders who want 
basic information about securities. 


made plain such matters as these: 

A stockholder is one of the com- 
pany s owners. There are different 
classes of stock—preferred. prior 
preferred. convertible preferred. 
second preferred and common. 
Each class of stock has certain 
rights and privileges: for example, 
preferred stock, as the name im- 


plies, has certain preferences not 
granted to common stock. Until a 
dividend is declared, generally 
speaking, a company is not obliged 
to pay anything for the use of com- 
mon stockholders’ money. Neither, 
in most cases, is the company obli- 
gated to repay the stockholders all 
or part of the “face” or “par” 
value of the stock, except out of 
the proceeds of liquidation in case 
the company should be wound up. 
Clarity Needed 

It could be made clear that if 
the stockholder wants to get his 
money back, he has to get it by 
offering his stock for sale in the 
open market, on the New York 
Stock Exchange if his stock is 
listed on that market. 

It could be made clear that a 
sale of a stock may bring more. 
or it may bring less. than the stock- 
holder paid for it: and the reasons 
why. Bondholders could be told 
that the company promises to pay 
them interest on their money at a 
certain rate at specified dates until 
the principal amount of the loan 
has been paid. A little attention to 
such facts would. I'm sure. be ap- 
preciated by many owners of a 
company’s securities. There is 
ample evidence that this kind of in- 
formation would have a_ wide 
audience. 


The author of this article has 
long been engaged in the pub- 
lic utility business. His comment 
on this industry, and on invest- 
ment, has appeared in numerous 
professional publications. 
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TOO MANY 

STILL 
KNOW 

TOO LITTLE 


{ies POWER of 
mon stocks is attracting the 
favorable 


EARNING com- 
consideration of more 
and more people, according to two 
recent surveys of public opinion. 

This trend was disclosed in a 
the Board 
of Governors of the Federal Re- 
serve System and in a later poll 
by The 


tion. 


survey sponsored by 


Psychological Corpora- 


Curiously—and contrary to a 
widely held opinion—the Federal 
Reserve Study showed that only 
a small minority of people consid- 
ered common stock investment as 
a hedge against inflation. 

Perhaps more striking. though. 
was the finding that a huge num- 
ber of people do not own stocks 
for the simple reason that they 
unfamiliar them. And 
almost as large a group of the peo- 


are with 


ple surveyed do not own stocks on 
the theory that stocks lack safety. 


Both surveys indicated — that 
progress has been made in_ the 


direction of telling people about 
stocks but that vast areas of the 
population, notably in the lower 
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Ewing Galloway 
brackets, have 
reached effectively. 
One question asked in the Fed- 
eral survey, which was 
conducted early this year by the 
Survey Research Center of the 
University of Michigan, was: 


income not been 


Reserve 


“Now. I have one last question 
about how people save. Suppose 
a man has some money over and 
above what he needs for his ex- 
penses. What do you think would 
be the wisest thing for him to 
do with it nowadays: put it in the 


bank, buy Government savings 
bonds with it, invest it in real 


estate, or buy common stock?” 
The the next page, 
which was prepared by the Survey 
Research Center, shows the 
centage of spending units. accord- 
ing to income group, which favored 
common stock investment. 


table on 


per- 


The table has two outstanding 
features: 

First. the percentage of all 
spending units which favored com- 
mon stocks against other types of 
investment tripled between 1949 


and 1951—from two out of 100 








spending units in 1949 to six out 
of 100 in 1951. 

Second (a finding confirmed in 
the later Psychological Corp. 
study), the percentage of spend- 
ing units in the higher income 
bracket heavily outweighed the 
percentage of units with smaller 
earnings in a preference for com- 
mon stocks as investments. 

A spending unit is defined by 


pared with only 1.3 per cent in 
1948 when a smilar question was 
asked for the first time. 


(2) “Where will your savings 
earn the most money and 
still be fairly safe?” 

Stocks were named by 14.1 per 

cent in 1951, as against 8 per 
cent in 1948. 
Stocks were regarded as the 





Per Cent of Spending Units Favoring Stocks As Investments 
- According to Income Groups — 





$3,000-$3,999 $4,000-$4,999 


Money Income Before Taxes 
$5.000-$7,499 





$7,500-over 





1951 | 1949 || 195] 1949 1951 


2% 1% 6% 3% 6% 


$3.000 & over 
| j | 
1949 1951 | 1949 |} 1951 | 1949 


3% 16% 7% 6% | 2% 








the Federal Reserve as a group 
of persons living in the same 
dwelling and related by blood, 
marriage, or adoption, who pool 
their incomes for their major items 
of expense. In some instances a 
spending unit consists of only one 
person, may have two, three. four 
or even more. 

The Psychological Corp. asked 
two questions: 


(1) “What is the safest way to 
invest your savings: in a 
savings bank. in life in- 
surance. in government 

bonds. in bonds of leading 
companies, in stocks of 
leading companies. in real 
estate?” 
Stocks were regarded as_ the 
safest by 4.8 per cent of the house- 
hold heads queried. This com- 


best source of income consistent 
with safety by 29 per cent of the 
people in the highest income 
group and by only 6 per cent in 
the lowest. 

The Federal Reserve survey 
undertook to discover not only 
what proportion of people favored 
common stocks as investments but 
why they did—or did not. 

The reason most frequently 
given by those who favored com- 
mon stock investment was the 
high yield offered. The yield of 
a common stock is the annual 
dividend rate in relation to the 
price paid; a stock selling at $100 
a share and paying $6 a year in 
dividends yields 6 per cent; simi- 
larly a $50 stock paying $3 a share 
also yields 6 per cent. 

Two reasons outweighed all 
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others for not owning stock: 62 
out of LOO spending units men- 
tioned lack of safety and unfamil- 
larity. 

\ 1948 Federal Reserve survey 
showed that 28 out of 100 spend- 
ing units with income before taxes 
of $3,000 and more thought that 
stocks lacked 
percentage took this stand in the 
early part of 1951. 


safety. The same 


Unfamiliarity was advanced by 
34 out of 100 spending units in 
L948 
as the main reason for not owning 
1951 this ratio 
10 out of 100. 

At first glance it would appear 
that the educational 
the securities industry had made 
little 
score of unfamiliarity. had lost 


the same income group in 


stocks. In early 
had increased to 


program of 


headway—indeed. on the 


eround. 

An official of the Federal Re- 
points out that 
these figures must be considered 


serve. however. 


against the background of a sharp 








increase in personal income dur- 
ing the post-war years. Families 
who were not questioned in early 
1949 their 
below 33.000 have since expanded 
their earnings into higher brack- 
ets and come under the eye of 


because income was 


the surveyor. 

To put it another way. as the 
number of spending units in the 
plus-$3.000 bracket increased. the 
proportion of those with little or 
no investment knowledge also in- 
total of 
informed people is large for the 


creased. The these un- 
probable reason that investment 
Was never a practical family con- 
sideration: there was enough 
money for living essentials with- 
out worrving what to do about 
an investable surplus. 

families are the “new- 
not rich by the usual 
standards but rich enough to con- 
sider for the first time putting 
surplus income into some form 


These 
not-so-rich” 


of investment. 


Many investment classes are conducted by the securities industry. 
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Two New Concernson Exchange’s Trading List 





WARNER-HUDNUT, INC, 
988.625 Shares 
Common Stock. $1 Par 


Ticker Symbol: WHU 








FPNHE nation’s cosmetics business. 
DP vhich has doubled in size in 
the last 10 years. is approaching 
a billion-dollar volume. 
Retail sales of cosmetics totaled 
$900,0:00,000 in 1950. People in 
the industry feel it has not yet 
reached maturity, and that $1.000.- 
000,000 annual sales can be looked 
for in the next few years. 

Warner-Hudnut is the 
largest unit in the industry, with 


annual 


second 


Avon Products, Inc., in first place. 
Warner-Hudnut. which is equally 
well known both in the cosmetic 
and pharamaceutical trades. oper- 
ates throughout the world, with 
plants in 15 foreign countries and 
sales agencies in 65 nations. 

The company makes such old, 
familiar preparations as Sloan’s 
Liniment. In the cosmetics line. its 
most spectacular product has been 
the Richard Hudnut home perma- 
nent wave. Sales of this home wave 
set. and of the companys other 
hair preparations. gained from 
$1.300.000 in 1947 to about $9,- 
000,000 last year. These products 




























accounted for 43 per cent of all 
the company's cosmetics sales in 
the U. 
also makes Ciro perfumes. DuBarry 
beauty kits. Chen Yu nail polish 
and make-up the 
Courtley line of men’s toiletries. 


S. last vear. The company 


products and 


Studying the effects of new drugs on 
various organs of the human body. 


Intensely competitive. the cos- 
metics business advertises exten- 
sively to keep its products con- 
stantly before the public. Warner- 
Hudnut spent $4,896,000 on its na- 
tional advertising last year. 

In its 95-year history. the com- 
pany has acquired the products and 
trade names of some 50 companies. 

Consolidated net sales in 1950 
totaled $37.845.027 and. in addi- 
tion, sales of foreign non-consoli- 
dated subsidiaries amounted to 34.- 
950.214. The 1950 net profit of the 
company and its consolidated sub- 
$2.540,000. In the 
initial 1951 quarter, net earnings 
S$708.711. 


(New Listings continued on page 20) 


sidiaries was 


were estimated at 
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KING-SEELEY 
CORPORATION 


166,690 Shares 


Common Stock, $1 Par 


Ticker Symbol: KSY 


— @— 


W IDE 
wv ia 


listed company. Rated as one of 
pan) 








PRODUCT DIVERSIFICATION 
feature of this newly 


the principal manufacturers of au- 
tomotive instrument panel assem- 
blies, gauges, speedometers and 
King-Seeley 


Corp. is also a producer of wood- 


engine — governors. 
working power tools and = manu- 
factures grey iron castings, inter- 
val timers and table top electrical 
appliances. Plants are located at 
Ann Arbor, Scio and Ypsilanti, 
Mich. 

The company’s automotive prod- 
ucts are used on passenger auto- 
mobiles, trucks, busses, tractors 
and Diesel engines. Gauges inc!ude 
and = elec- 
trically operated indicators for oil 


ammeters, voltmeters 
pressure. gasoline supply and en- 
gine temperature. Governors. of 
both velocity and mechanical type, 
are designed to prevent engine 
damage as a result of overspeeding 
through control of fuel flow. 

The 
power tools are manufactured ex- 
clusively for Sears. Roebuck & Co. 
The line of tools includes lathes, 
bench saws. band saws. jig saws, 


company’s wood-working 


jointers, belt and dise sanders. 
planers, grinders. polishing heads 
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and drill presses for both metal 
and wood. 

Grey iron castings are manufac- 
tured by the company for use in 
the manufacture of its power tools 
for to automobile and 


and sale 


automotive parts concerns. Inter- 


val timers. which are clock-like 

devices. are sold direct to home 

appliance manufacturers. 
Substantial contracts with the 


Army and Navy for major ammu- 
nition components are being read- 
ied for production and other mili- 
tary items are under consideration. 

Net for the fiscal year 
ended July 31. 1950. were $28.- 
766.554. Net income. after taxes. 


sales 


was $2.788.686 or $6.06 per com- 
mon share. For the nine months 
ended April 30. 1951. sales were 
$30.558.434. Net after 
taxes. including a_ provision of 
$640.000 for excess profits taxes. 
was $1.793.003. or $3.83 earned 


per common share. 


income, 


Dividends have been paid yearly 
since 1939 and amounted to $2.70 
a share for the year ended July 31, 
1950, and to $2.50 for the year 
ended July 31. 1951. 





Assembly line operation. 








“Short” 
Selling 











SE OF ENGLISH, in the Ameri- 
U can fashion, calls for words 
of one syllable, whenever possible, 
to express a thought or describe 
an action. Selling stock “short” 
puzzles many people, first. be- 
cause the word as a description of 
action carries no meaning to the 
market novice; and, again, the 
market novice is ordinarily un- 
able to fit the market 
methods with which he is familiar. 


word to 


When anyone says he is short 
of something. he means he hasn’t 
much of it, whatever the if may 
be. Short of cash. for example. 
But in the stock market, a trader 
“short” of a stock doesn’t 
have any of the stock at all. When 
he sells “short” he stock 
that he doesn’t own. He sells some- 
thing he does not own. planning to 
buy it back at a lower price than 
he has sold it for. 

Is this clear so far? We'll go a 
bit further. 

A person who decides to his 
that a_ certain 
stock is selling at too high a price 


who is 


sells 


own satisfaction 
anticipates a decline in that price. 
Let us say he decides to sell 100 
shares at the price as of now. If 
deliver 100 
shares to the buyer, and market 
practice provides a way to do it. 
The seller’s broker 


he sells. he has to 


can borrow 


100 shares for him, to be used to 
deliver on the sale. He can do this 
by depositing cash equaling the 
market value of the shares with a 
broker who is willing to make such 
a loan arrangement—100 shares 
of stock on a loan secured fully by 
money. 

In other words: first. the stock 
100 
shares are borrowed and delivered 
to the buyer: third. the borrower's 
cash remains with the stock-lend- 
ing broker until. fourth. the shares 
of the stock are returned to the 
lender and the loan is thus paid. 

The loan stands until the bor- 
rowing broker’s customer 
100 shares. or until the lender 
wants his stock back. which would 
require making another loan. The 
stock is bought. the borrower re- 
turns the 100 shares to the lending 
broker. 


is sold “short.” second. the 


buys 


the cash collateral is re- 
turned to the borrowing broker 
and the round-trip transactions. 
involving the “short” sale and the 
“covering” (repurchase) 
tion, are completed. 

The customer pockets the differ- 
ence, if any. between the price he 
received for the stock sold “short” 
and the price he has paid for the 
100 shares which he has bought 


opera- 


to “cover” his short position. 
There are times when a_ stock 
that is sold “short” is searce—hard 
to borrow. The lender may then 
demand a “premium” in cash. 
The minimum premium is $1 a 
hundred shares for each full busi- 
ness day until the stock is re- 
turned or a new rate is established, 





'M THINKING OF 
BUYING STOCK... 
WHAT'S MY FIRST STEP ? 


You'll naturally want advice 
the best vou can get. 


Where do I get it? One sure place 
is in an office of a member firm of 
the New York Stock Exchange. 


How will they help me? By talking 
over with you what you want to do 
and how to do it. The benefit of 
their experience is vours for the 
asking. 

Can I talk in confidence? Yes. Your 
problem is a personal one... it in- 
volves your hard-earned cash 
vour broker will respect those facts. 


Will he recommend a _ particular 
stock? Of course, if you ask for his 
opinion. His recommendation 

whether a stock with a long divi- 
dend record, or stock in an expand- 
ing company promising greater 


returns will depend on what 
you want to accomplish and the de- 
gree of risk vou are willing to as- 
sume. 


Vembers and Member Firms of the 


NEW YORK STOCK EXCHANGE 
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